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I. State of Industry

Industry is more and more affirming its important position and role in Vietnam economy. The production value growth rate was successively at the rate of two figures, especially in the period 1990-2000 at 13.9%, increasing for many times in comparison with the previous period. In the period 2001-2004, industry continued to maintain the high growth rate of 15.05%, as for two years 2004-2005 up to 16%. The ratio of industry in GDP has changed dramatically, from only 23% in 1990 up to 40.1
% in 2004. Industry has constituted many new sub-sectors to meet more and more diversified needs of the market. Basic features of Vietnam industry are as follows:

Industry in the initial stage of industrialization mainly relied on exploitation of natural resources with the developed handicraft production industry and the less developed high technological industry. Exploitation industry tended to reduce for recent years but still accounted for the high rate, from 13.47% in 2000 to over 10% in 2003. However, the export rate of raw industrial products is still very high, for example fuel and minerals representing 30% of total export turnover. Although the export rate of processed and manufactured industrial products rose but was still low, fluctuating from 40% to 50%
. The growth rate of industrial production value was high but the growth rate of added-value was rather low. 

Industry is mainly small production, backward production method with the small and medium industrial structure of over 90%, of which great ratio constituted by handicraft production industry. Vietnam is now ordered in group of nations having the lowest technological capacity in the region. Only for the processing industry, as per the industrial production value, Group of high technological industries only accounts for 15.7%, Group of medium technological ones 31.5%, and Group of low technological ones up to 52.8%. 

Industry has mainly developed in width, leading to low value-added. It is shown through the greater ratio of material value in finished products such as textile and garment 75-80%, steel industry 60-80%, vegetable oil for diary industry 70%, even electronics up to 97-98%. Of gained GDP value, there is up to 57.5% of capital increase, only 22.5% of capacity increase and 20% of technological increase3. This real situation reflects the low growth rate and investment efficiency, growth mainly depending on new investment, the role of capacity and impacts of technologies not being clear and becoming the important incentive for value-added increase of industrial production. It is also shown that industrial ICOR index is always very high at 4-5.

The labour capacity in industry is low and less competitive. As results of evaluation, only a few of industrial products has competitiveness in the domestic and export markets, like alcohol-brewery-beverages of 6/22, chemicals-fertilizer of 5/10, steel sector of 6/14, minerals exploitation of 3/13, electronics of 6/14, porcelain, ceramic and glass of 1/4, candy of 4/8, vegetable oil of 1/5, etc. Industry has just brought into full play about 50-60% of its production capacity due to facing difficulties and market fluctuations.

Export oriented industry always has the export ratio of over 70% in the structure of industrial products. The growth rate of industrial product export was very high at 17.9%/year on average in the period 2001-2005; the ratio of industrial products in the whole country’s export structure rose from 69.9% in 2000 to 70.3% in 2004 and at 75% in 2005 as estimated. 

Five groups of mainly exported industrial products are as follows:

· Crude Oil 

· Textile and Garment – Leather and Footwear 

· Coal  

· Electronics 

· Wooden products 

In 2005, two more groups of industrial products has export turnover of exceeding one billion USD, that are wooden products and electronics and computer parts. Some new products are plastic products, bike, plastic cable and electricity cable. Nevertheless, industrial export still relies on sources of imported raw materials, not being active in finding out the market and not high processing content.

The average import growth rate (18.5%) is higher than export one, the excess of imports over exports from 1.1 billion USD in 2000 up to 5.45 billion USD in 2004. In FDI business sector, import turnover has strongly increased but in general imports has still exceeded exports while domestic enterprises mainly has the excess of imports over exports. In textile and garment industry, export turnover has been approximately 5.8 billion USD, while total import turnover of material inputs has been about 3.4 billion USD accounting for 59% of cost price, excluding value of imported machine and equipment for exports production. Features of export orientation also reflects the more and more depending level on change of international regulations and general rules.   

II. Achievements in the period 1996-2005
1) For industrial development

a) Strongly developed industrial production with successive growth rate of over 10% and expanding to more new branches and fields. 

- Value of industrial production keeps growing with following year’s rate higher than precceding year; after 10 years (1996-2005), it increased 4 times, reaching 416,863 billion VND (counted based on fixed price of year 1994), resulting in the average growth rate of five recent years to 16%; in which out-State enterprises had high growth rate of 21.9%; foreign invested enterprises of 16.8%/year; state owned enterprises were arranged, renovated with high and stable growth rate, 11.5%/ year  (an average rate of the period 2001-2005). 

- Regarding added value: 10.1%/year on average five year. In 2005, it was 138,398 billion VND (fixed price of year 1994), which is the highest rate (10.6%).

- Many major industrial products serving production, consumption and export have had fairly high growth rate in many years; domestic market is satisfied more adequately, foreign market is enlarged. Designs are more diversified and especially competitiveness of products are more and more growing.

 b) Industrial ratio in GDP has gradually increased in economic structure, playing a decisive role in economic growth.

In 2000, ratio of industry and construction in GDP only represented 36.7%, in 2005, it was 41%, in which industry in 2000 accounted for 31.4% and in 2005 increased to 34.7%. Industry has really become the driving force for development of the national economy.

c) Internal structure of industry is moving to the way of industrialization, modernization, bringing into full play competitive advantages of each sector, each product, attaching production with market.

- Industrial structure subject to economic components: Ratio of the State owned industry reduced from 19.3% in 1996 to 41.8% in 2000 and in 2005, it was 34.3%; out-State industry increased from 22.3% in 2000 to 28.5% in 2005; foreign invested industry from 26.7% in 1996 to 35.9% in 2000 and 37.2% in 2005.

- Structure subject to sector: After 1996-2000 period, exploitation industry and electricity, water industry were developed more than processing one, however it was vice versa in 2001-2005 period to the direction of increasing ratio of processing industry from 79.7% in 2000 to 84.9% in 2005; ratio of exploitation industry decreased from 13.8% in 2000 to 9.1% in 2005; electricity, gas and water allocation and production industry reduced from 6.5% to 6% in 2005.

d) Investment ratio for industry and construction has increased in total social investment, resulting in growth of production capability of many sectors.

Total development investment capital of the whole society increased more and more, it was 87.4 thousand billion VND in 1996, representing 32.1% of GDP, it was 151.2 billion VND in 2000, accounting for 34.2%, it was 326 thousand billion VND in 2005, representing 38.9% of GDP (in which state capital accounts for 53.1%, out-State capital 32.4% and foreign direct investment capital 14.5%).

According to practical price level, total investment capital for industry and construction in five year 1996-2000 was 175 thousand billion VND, representing 31.5% of total investment capital of the whole society, and in 2001-2005, it was 533.2 thousand billion VND, representing 44.3%.

e) Industry developed to the trend of orienting to export and accounting for higher and higher ratio in total export turnover of the whole country.

Total export turnover in 5 years 2001-2005 reached 110.6 billion USD, reaching 97% of the set objective (114 billion USD), increasing 17.5% on average. Ratio of industrial exports rised gradually and reached 76% in 2005. Goods structure has had positive changes. Group of heavy industry and minerals accounted for 34.2% of total export turnover; group of light industry and handicraft industry accounted for 40.7%. Processed exports are also climbing gradually.

g) There have formed some pivotal economic zones, in which industry plays an important role, and industrial zones have developed quickly.

There have been three pivotal economic zones in the whole country until now in three regions with economic triangles/quadrangulars in such localities that play a central role and position in each region; at the same time, there have already been 70/112 IZs approved by the PM to be formed and put into operation with 3,108 investment projects, total registering capital of 11.6 billion USD and nearly 80.3 thousand billion VND; attracting 755,000 direct labourers and millions of indirect labourers. In addition, there are more than 400 industrial zones, groups, location approved by People’s commitee of provinces, cities for establishment.

h) Material and technical foundation

Number of industrial establishments: According to statistics, the whole country until 2005 had 768.290 industrial establishments, of which center state enterprises are 621, local state enterprises 738; private enterprises 6,232; joint stock and private limited companies 10,514; co-operatives 2,663; households 745,801 and foreign invested enterprises 2,351.

Labour force of industry sector: The total number of industry sector was 5.62-5.7 million people in 2005, representing 11.6% of total labour force in the society and 72.4% of total labour in industry and construction sector (7.8 million people). Productivity of industrial labour counted based on added value in 2005 reached 51.3-52.2 million VND/people/year.

FDI source: Total foreign invested capital is not high enough for starting industrialization strongly. Technology in foreign invested enterprises is in general at medium level.

III. Challenges:

- The growth rate of industry is high but not sustainable. The low production and export value-added is shown through its growth quality, efficiency and slowly improved competitiveness, inefficient reaction to more and more increasing challenges outside. Industry develops in width with the great ratio constituted by handicraft production and assembling sector. The growth rate of industrial production value is always higher than the growth rate of value-added, thus the rate of VA/GO tends to reduce (from 41.6% in 2000 to 38.2% in 2005). 
- The ratio of investment in industry is still low, investment efficiency of industry is not high and ICOR co-efficient is 2.6 in 2005. 

- Auxiliary industry has developed slowly and not been planned and encouraged to develop appropriately.

- In spite of the fact that the ratio of exploitation and processing of minerals in the structure has reduced but been still rather high. Efficiency of minerial export has been not high and minerals exports are mainly not processed deeply. 

- Although competitiveness of industrial products has been improved and many products have had their positions in the market, in general competitiveness of industry and its products is still lower than other countries in the region.
- The rate of innovating technologies and equipment in general has not statisfied requirements of development. The ratio of modern technologies in sectors is rather low (popularly medium technologies); new material and material production has not been set up.   

- Many fields of mechanical industry have been still weak, especially in the fields of manufacturing synchronous equipment and auxiliary. Import turnover of machine, equipment and auxiliary is still rather big (approximately 5.2 billion USD/year, accounting for 16% of total import turnover).

- Gap of industrial development among regions is very big. Industry in rural, remote and distant areas has not been attached special importance to at the right level and made great contribution to hunger eradication and poverty alleviation.

- Development of industry in pivotal economic zones has not been enough to attract and impact pervasively on other regions.

- Environmental pollution, unreasonable distribution in industry, backward production equipment and technologies, not high awareness of environmental responsibilities, low financial capacity, especially for enterprises invested since subsidized years, etc are not small difficulties, challenges for sustainable development of industry in the coming time, particularly when Vietnam joins in WTO. 

- Many factories don’t have the water and gas waste treatment systems or these systems operating inefficiently, distrubuted near or in resident areas (which are often built up after existence of factories), leading to serious pollution of gas and water environment, influencing the life of inhabitants living in surroundings of these factories.  

- Financial capacity of many enterprises is also an obstacle of investment in renovation, technological modernization, development of products, markets and trade name, and environmental protection, responsible care for laborers and community.

IV. Objectives of sustainable industrial development: 

The overall objective of the whole industry is to contribute to making Vietnam basically become an industrial nation by 2020.  

- Regarding industrial development: continue to maintain fast and stable industrial development with the average growth rate of 14-15%/year in the period 2006-2010 and 13-14%/year by 2020, to contribute to making our country basically become an industrial nation by 2020; to restructure inside the industry to increase the ratio of industry and constribution in GDP up to 42-43% by 2010 and approximately 45% by 2020; to improve the role of science and technology to develope industry in depth, to encourage development of auxiliary industries in order to boost up the value-added of industrial production, to improve the quality and competitiveness of industrial; to tranist industrial production structure in the direction of efficient export in replace of import. To strive for quick increase of export turnover of industrial products, diversification of products and expansion of markets. Rapidly rise the ratio of processed exports and limit raw material exports. Push up development of rural industry to speed up the process of rural urbanization in order to strive for rural industry accounting for 50% of industrial production value, an over 40% inhabitants living in urban by 2020.
- Regarding environmental protection in industry: appropriate exploitation, saving and efficient utilization of energy and natural resources; efficient prevention, treatment and control of pollution, good protection of industrial environment; push up clean technological development and application of cleaner production into industry.
- Regarding social aspect: maintain production development, create more jobs for the society to make stable income for laborers in order to make contribution to social stableness and development; take care of labour environmental hygiene, social insurance to ensure safety for laborers; carry out rural and agricultural industrialization and modernization, development of material tree areas to contribute to transition of economic structure, hunger eradication and poverty alleviation in rural, remote and distant areas.

5. Orientation for measures of industrial development

1. Focus on strongly developing sectors with competitive advantages to create accumulation, attract laborers in the society, including textile and garment industry, leather and footwear industry, agricultural-forestry-fishery processing industry, Food Processing Industry, Production and assembling of electronics, rural industry.

- Textile and Garment, Leather and Footwear Industry

From now to 2010, continue to push up development of Textile and Garment, Leather and Footwear Industry at the high rate to rapidly increase export turnover, solve jobs; to quickly rise the domesticization rate of products. After 2010, develop high value-added products, luxurious products, Vietnamese cultural products, and boost up fashion design. Strive for taking part in the global distribution system of multi-national corporation. 

- Agricultural-Forestry-Fishery Processing Industry 

Develop Agricultural-Forestry-Fishery Processing Industry in the direction of deeply processing, satisfying domestic demands and maximizing export. Set up some special trade names in international markets.

Develop material tree planting areas by using advanced technologies and high mechanization in planting, harvesting, preliminarily processing and protecting. Develop the specialized distribution system in international markets. 

- Food Processing Industry

Develop Food Processing Industry founded on advanced and modern technologies, maximum using of domestic raw materials, ensuring the quality of food safety hygiene as per Vietnamese and international criteria to become a strongly developed industry and ensure sustainable integration. After 2010, it will be strongly in the direction of export. 
- Production and assembling of electronics 

Actively take over technological hand over, take step-by-step in production of parts, auxiliaries and towards production of some completed equipments by 2020. Establish some research centers of specialized design. Focus on development of industrial electronics and special electronics.

- Rural Industry 

Mobilize all resources of rural areas with the State support to develop rural industry and industrial centers in order to meet on-the-spot and domestic demand and towards export. 

Develop some industries, finished products, main force products and products with strong trade names in export markets.

2. Make use of all resources to develop founded and potential industries:

- Energy sector

Develop energy sector founded on appropriate exploitation, saving primary energy sources in the country, using new and regenerated energy sources, efficient exchange of energy with other countries in the region to ensure meeting demands of social, economic development, national security and strategic reserve in accordance with the national energy policy. Gradually set up the competitive power market.

- Metallurgy sector

Develop metallurgy sector with high technologies, technologies in suitability with scale of material source to satisfy demands of constructional steel, sheet steel and a part of alloy steel. Encourage foreign investors to directly invest in downstream projects and to associate in upstream projects. From 2010, focus on metallurgy projects such as cooper, aluminum, zinc, lead, etc.

- Chemical industry

Develop chemical industry in the direction of exploiting advantages in term of domestic materials, using advanced technologies, friendly environmental technologies to meet demands of all kinds of fertilizer, some basic chemicals, various kinds of products made of rubber, oily trees, some chemical pharmaceutical materials, several plastic materials from processing rude oil and to produce high quality exports.

Set up main groups of chemical industrial zone in the Southern area and Red River Delta. From now to 2010, focus on development of chemicals serving agriculture, establishment of petrochemical filtering factory. After 2010, develop basic chemicals such as soda, petrochemicals, pharmaceutical chemicals, etc.

- Exploitation and processing of minerals
Develop exploitation and processing of minerals founded on advantages of natural resources, in regard of strategic reserve, in the direction of using the advanced, modern exploitation and processing technologies to reduce loss of natural resources and accelerate deeply processing to improve value of minerals. From now to 2010, focus on renovation and modernization of technologies, strengthening minerals exploring and upgrading existing minerals reserve. After 2010, focus on exploitation, processing of minerals such as steel, steel, cooper, lead, zinc, titan, gold, etc. 

Only export processed minerals and if having efficiency. Encourage foreign investors cooperate to exploit some minerals mines requiring modern technologies and big investment.

- Construction Material production sector

Encourage every economic components invest in sectoral development to make it become export sector. High mechanization in production stages, automatization in hazardous stages to ensure meeting the environmental criteria. 

- Electricity equipment, mechanical industry

Develop into the back-born industry of industrialization and modernization with centralized investment of the State and encourage foreign investors hand over modern, advanced technologies and equipment with high automaticization and accuracy level. Accelerate cooperationalization and specialization in industry; meet about 70% of demands on mechanical products in general by 2020, and 80% of domestic demands on machines and equipment serving agriculture in particular. 

Build up some big mechanical centers, including shavings making and founding factories with a big scale to meet requirements of manufacturing special equipment, synchronous equipment. From now to 2010, focus on completion of assembling and handicraft production technology in driving force sectors such as automobile, motorbike, building up and repair of ship, etc. Strongly transit to the mechanical, manufacturing sector as given in the above mentioned orientation after 2010.

3. Strongly develop auxiliary industries to actively meet demands of materials, parts inputs for productions and to increase the domesticization rate and value added of industrial products.

- Textile and Garment Industry: Set up some centers specialized in producing auxiliaries, raw materials, chemicals and dye, additives, fibre, sewing thread, mechanical parts, as well as fashion design centers to improve activeness in production, competitiveness and production value added for Textile and Garment Industry.

- Leather and Footwear Industry: To be interested in developing kinds of raw materials and auxiliaries, including raw leather and auxiliaries for making hats and footwear (such as PVC imitation leather, PU imitation leather, PU leather, etc), sole, equipment parts, pattern for leather footwear industry, at the same time to care for the sample designing work. 

- Production and assembling of electronics: Invest in setting up some manufactories producing such electronics parts as chip capacitor, chip resistance, transformer, a coil of wire, integrated circuit, quartz parts, plastic auxiliary, mechanical parts, etc. 

- Mechanical Industry: Develop some products serving Program of pivotcal mechanical products, main producst in replace of import, and towards export such as standard parts; accurate pattern; washer; me bi screw and main fulcrum; big piston and cylinder; power tool, etc.

-  Production and assembling of automobiles, motorbikes: Develop some products to increase the domesticization rate of automobiles, motorbikes such as cabin, frame, auxiliary, gear-box, hub of wheel, etc.

6. Orientation for industrial environmental protection
1. Industrial development and environmental protection in parallel; Deployment of polution preventing and controlling programs:

- Program of encouraging and supporting enterprises to apply the management systems in compliance with criteria of ISO 14000. 

- Program of sticking ecological brand name, energy saving brand name on industrial products.

- Program of promoting application of cleaner production in industry, circulation, re-use and recycling of waste. 

- Program of application of clean and friendly environmental technologies.

- Program of in green, clean, beautiful environmental hygiene in industrial enterprises. 

- Program of improving the capacity and efficiency of industrial waste management.

- Establishment and application of sustainable consumption models; review, adjustment of technical criteria, production managing and operating process, level of consuming fuel, raw materials and materials for production aiming at improving production efficiency and minimizing environmental pollution.

- Strictly manage activities of environmental impact evaluation, environmental situation report, monitoring and reviewing implementation of environmental protection solutions in Report on environmental impact assessment (EIA).

2. Deploy programs of overcoming serious environmental pollution and degradation in industry, priorities of National strategy of environmental protection till 2010 and orientation to 2020.

-  Program of absolutely tackling seriously polluting environmental  establishments according to Decision No 64/2003/QĐ-TTg by the Prime Minister.

- Program of establishing the intensively waste treating system meeting environmental criteria in all industrial zones.

- Program of environmental recovery in minerals mining areas.
- Program of strengthening solid waste management in industrial zones. 

- Program of restraining and reducing gradually use of hazardous chemicals and packings made of not easily disintegrated materials in industry, in replace of friendly environmental materials; promoting chemical control in aspects of industrial environmental and human safety. 
- Program of controlling air pollution in some big industrial zones due to industrial activities.

3. Study on establishment and development of environmental industry; strengthening the capacities of scientific research and technological development, consulting, providing environmental protection services.  
4. Development of institution on environmental protection and sustainable industrial development.

5. Promote to carry out activities of communication and training, awareness raising of environmental protection in sustainable industrial development. 

7. Solutions in social aspect

1. Focus on strongly developing much labour using industries to create jobs for the society. 

2. Develop rural industry, small and medium industry; extend material tree planting areas in distant and remote arrears (such as cotton tree, tobacco tree and paper material tree) to make the best of abundant labour and make contribution to transition of economic structure, hunger eradication and poverty alleviation.

3. Push up activities of taking care of laborers such as social insurance, labour safety, burn and explosion safety, especially in exploitation of minerals; caring for the daily life, health, occupational diseases of laborers in enterprises; Deploy the following programs:

- Program of encouraging and supporting enterprises to apply the management systems in compliance with criteria of SA 8000, HACCP.

- Program of controlling microorganism pollution and chemical residue in food processing.

- Program of ensuring hygiene safety in food processing.

� GDP of Industry and construction 


� This value is very lower than one as per criteria of a developed industrial nation with the ratio of manufacturing and processing industrial products accounting for over 75%. 





